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DEPARTMENT PASS TREASURY, FEDERAL RESERVE AND CEA 

E.O. 11652: N/A 
TAGS: ECON: EFIN: GW 

SUBJECT: NEW GNP AND PRICE FORECASTS FOR 1974-75 

1. SUMMARY. INTERNAL ECONOMICS MINISTRY GNP FORECASTS 
FOR 1974 AND 1975 HAVE BEEN LEAKED TO THE PRESS. THEY 
PROJECT REAL GNP GROWTH AT 2 AND 3.9 PERCENT AND 
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CONSUMER PRICE RISES AT 8.3 AND 8.0 PERCENT IN 1974 
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AND 1975, RESPECTIVELY. ALTHOUGH THESE FIGURES ARE 
NOT MEANT AS DEFINITIVE FORECASTS, THEY DO PROVIDE 
INSIGHT INTO CURRENT THINKING WITHIN THE MINISTRY, 

AND ARE NOTEWORTHY FOR THEIR OPTIMISTIC ASSESSMENT 
OF PRICE DEVELOPMENTS. AT THE SAME TIME, MINISTRY 
OFFICIALS INDICATE THAT THE ECONOMY MAY HAVE DONE 
BETTER DURING THE FIRST FOUR MONTHS OF THIS YEAR THAN 
WAS KNOWN BEFORE, SO THAT THE RECOVERY EXPECTED FOR 
THE SECOND HALF OF 1974 MIGHT POSSIBLY BE UNDERWAY 
SOONER THAN EXPECTED. END SUMMARY 

2. REVISED ECONOMICS MINISTRY FORECASTS FOR 1974 AND 
NEW FORECASTS FOR 1975 HAVE SURFACED IN THE FRG IN 
CONNECTION WITH THE ANNUAL EXRCISE OF FORECASTING 
TAX REVENUE. THESE FIGURES WERE NOT INTENDED FOR 
PUBLIC USE AND SHOULD BE REGARDED AS MERELY WORKING 

FIGURES WHICH IT WAS NECESSARY TO CALCULATE IN ORDER 
TO HAVE SOME KIND OF REASONABLE BASIS ON WHICH TO 
ESTIMATE POSSIBLE TAX REVENUE. THE FIGURES LEAKED TO 
THE PRESS AND NOW PUBLISHED ARE ONLY ONE SET OF A SERIES 
OF FORECASTS USING DIFFERING ASSUMPTIONS. NEVERTHELESS, 
THE FIGURES GIVE A USEFUL INSIGHT INTO THE THINKING 
OF THE MINISTRY AT THE WORKING LEVEL. 



3. ECONOMICS MINISTRY FORECAST 
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4. THE MINISTRY'S PRIME FORECASTER AT THE WORKING 
LEVEL TELLS US THAT THIS FORECAST MAKES A NUMBER OF 
OPTIMISTIC ASSUMPTIONS. NOT THE LEAST OF THESE IS 
A PROJECTED GROWTH RATE OF WAGES OF ONLY 8. PERCENT 
FOR BOTH 1974 AND 1975. WHILE THIS WOULD APPEAR TO BE 
RELATIVELY UNREALISTIC, EVEN IN VIEW OF WAGE HIKES 
ALREADY AGREED UPON, ONE SOURCE EXPECTS ACTUAL WAGES 
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PAID TO EXCEED THE RATES SET BY COLLECTIVE BARGAINING. 
ACCORDING TO ONE SOURCE THE FORECAST ALSO ASSUMES 
THAT PUBLIC SECTOR CONSUMPTION WILL GO UP BY ONLY 
13 PERCENT IN 1975 (14 PERCENT THIS YEAR ALONE). THE 
NEW INDIVIDUAL INCOME TAX LAW AS PASSED BY THE 
BUNDESTAG BUT STALLED IN THE BUNDESRAT (TO TAKE EFFECT 
ON JANUARY 1, 1975) WOULD ADD THREE PERCENTAGE POINTS 
TO THE GROWTH RATE OF PUBLIC EXPENDITURES FROM 
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INCREASED CHILDREN'S PAYMENTS. 

5. THE ECONOMICS MINISTRY ALSO TELLS US THAT RESULTS 
FROM THE FIRST FOUR MONTHS OF 1974 SHOW THAT THE 
ECONOMY GREW AT AN ANNUAL RATE OF AROUND 2 PERCENT. 

6. THE FORECAST ALSO ASSUMES THAT EXPORTS WILL 
CONTINUE TO GROW BY AT LEAST A "REASONABLE" RATE. 

HILLENBRAND 
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